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This study examines the developments in the residential real
estate brokerage market over the last decade. In particular, the
study focuses on how technological and structural changes in the
market have impacted ﬁrm revenues, costs and proﬁtability. The
analysis is conducted using four national data sets provided by
the National Association of Realtors. The results reveal that
brokerage performance begins suffering with the recession of
1990, which triggered a period of consolidations and failures that
show no sign of letting up. Further, the results suggest that ﬁrm
size is a signiﬁcant factor in determining performance. Small
ﬁrms suffer due to their inability to take advantage of economies
of scale, while large ﬁrms incurred signiﬁcant costs attempting
to maintain and/or increase market share.
 Introduction
This study is an analysis of the residential real estate brokerage industry over the
course of the last ten years. It focuses on the impact that changes in the
marketplace have had on ﬁrm performance and proﬁtability. Underlying this study
is a perception that real estate ﬁrms are less proﬁtable today than they have been
in the past. This research will attempt to assess whether this belief is supported
by the data, whether the phenomenon holds true across different types of ﬁrms
and if this view is veriﬁed, and also explore the factors that may lie behind this
phenomenon. Equally important, this ten-year review is also undertaken to provide
a view to the near term future performance of the residential real estate brokerage
industry.190  Zumpano, Elder, and Anderson
The primary data for the analysis are taken from surveys of residential real estate
brokerage ﬁrms regularly conducted by the National Association of Realtors
(NAR). The surveys1 considered cover 1987–1996, and the data utilized is from
1987, 1990, 1994 and 1996. This period was chosen because it generally coincides
with a complete real estate cycle. The 1987 data captures the approximate peak
of the cycle, 1990 is at or close to the trough and 1994–1996 reﬂects the ongoing
market recovery.
Unfortunately, there are limits to the inferences that can be drawn from the survey
due to the way that this survey is conducted. The sampling process does not
include a consistent set of ﬁrms over time nor is it a random sample of real estate
brokerage ﬁrms. Response by a ﬁrm is purely voluntary, and why a ﬁrm chooses
to respond (or not) cannot be ascertained from this data. Nevertheless, the ﬁndings
have the potential to provide useful insights about the changes in the industry and
allow us to develop hypotheses about the relevant factors affecting the success of
ﬁrms in the brokerage industry.
The next sections provide an overview of the economic and industry conditions
for the study period. In the following section, the ﬁnancial condition of the
residential brokerage industry is detailed and ﬁrm performance is categorized on
the basis of ﬁrm size. The ﬁnal section is the conclusion.
 The Study Period: 1987–1996
Overview
The fortunes of the residential real estate brokerage industry cannot be easily
separated from the events in the housing market or, for that matter, the overall
economy. Since housing is a consumer durable good, one should expect the
economic performance of residential brokerage ﬁrms to mirror events in the
general economy. Other events speciﬁc to housing and brokerage markets have
also affected the brokerage market. Both of these areas are explored to provide
the foundation for an analysis of data from the brokerage ﬁrms from 1987 through
1996.
The Economic Background
The period from the mid-1980s through today has seen wide swings in the
economy in the United States, and these swings were well reﬂected in the
residential real estate sector. The U.S. economy moved from a period of economic
expansion in the mid-1980s to a brief recession at the opening of the 1990’s, only
to recover even more vigorously following the downturn that opened the decade.2
As one considers the state of the housing market at the beginning of the period
under examination, the economic expansion is seen in housing sales. When the
economy entered a recessionary period at the beginning of the 1990s, housingThe Residential Real Estate Brokerage Industry  191
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1987 3.53 671 114.2
1990 3.21 534 109.5
1994 3.95 670 131.8
1996 4.09 757 130.8
Sources: Existing Homes Sales, Affordability Index: National Association of Realtors; New Homes
Sales: Bureau of the Census, U.S. Department of Commerce.
sales fell, and as the economy has prospered following the emergence from the
recession, the housing market has responded strongly. Evidence of this can be
found in both existing and new home sales as seen in Exhibit 1.
The linkages between the general business cycle and the strength of the real estate
market are also reﬂected in the affordability of housing. The affordability index
published by the National Association of Realtors shows affordability rising during
the 1980s, declining in 1990, and then rising to even higher levels by 1994 (see
Exhibit 1). Both housing sales and affordability continue to be strong in the period
that has followed. Other information supports this picture.3 One potential negative
note may be found in household formation, since the aging of the baby boom age
cohort has led to a decline in the growth of new households. Yet, despite the
reduction in household formation, the size and economic clout of the baby
boomers will offset some of the reduction in household formation in the 25–34
year age group and the 35–44 year age group.4
This scenario should paint a rosy picture for residential real estate brokerage ﬁrms.
Yet, this is not what the industry has experienced. There is, unfortunately, no
single causal factor to point at, but the analysis of the data in this study suggests
several elements.
The Residential Real Estate Brokerage Industry in the
1990s
After the successes of the 1980s, the 1990s were a period of merger and
consolidation for residential brokerage ﬁrms. Some of these changes can be
attributed to structural adjustments in the industry, but other factors include
changes in the marketplace, changes in the marketing of residential property and
a changing regulatory environment.
Many of the structural changes impacting the industry reﬂect the existence of
economies of scale, as well as economies of scope. Earlier research on brokerage192  Zumpano, Elder, and Anderson
ﬁrms indicates that in the 1980s and early 1990s, an average real estate ﬁrm was
too small to take advantage of the scale economies present in the marketplace.5
Subsequent analysis also indicates that ﬁrms offering a mix of services could
function more effectively than could those whose scope of operations has a
narrower base.6 Events in recent years have supported these ﬁndings.
Whether based on the NAR surveys used to provide the data for this analysis, or
information on the number of ﬁrms and agents tabulated by regulatory agencies,
the numbers are generally smaller now than they were ten years ago. While there
are exceptions, the trend is that there are fewer ﬁrms, fewer brokers and fewer
licensed sales persons. Details of these patterns can be seen in Exhibit 2, which
uses information from the real estate licensing organization, NARELLO. No totals
are presented, as they would be misleading given the amount of missing data.7
These trends, however, are echoed in the analysis of the data presented here. None
of this, however, implies that the remaining ﬁrms should be less proﬁtable. In
fact, just the opposite would seemingly be true: rising home sales, greater
affordability and fewer ﬁrms ought to mean that proﬁts should be higher, not
lower. This is clearly not the case for the early part of the decade. The perception
in the industry, and the analysis presented here, are lower proﬁts. As will be seen
from more recent information, the picture improves. Our interpretation is that lying
behind these results is the impact of competition. It is competition among ﬁrms
for sales and listings, competition to maintain the level of technology and
competition among ﬁrms for productive salespersons.
The very strength of the housing market may hurt residential brokerage ﬁrms.
When the market is this vigorous, sellers may perceive that they can market their
homes themselves, foregoing the need to pay an agent to market their house. The
competition by the for-sale-by-owner (FSBO) segment of the market would add
to the need to have a more efﬁcient ﬁrm and more effective salesforce, leading to
higher costs in the form of investment in technology and higher commission
payments to agents.
The marketing process has also changed in recent years. One of the biggest
changes is the increased use of electronic media. The ﬁrst phase of this was putting
Multiple Listing Service (MLS) properties online to increase ease of use and
availability. More recently, the Internet has taken this role to another level, and
potentially could obviate the need for a traditional MLS system entirely. Firms
have had to react to this phenomenon, and many have done so successfully. Yet,
this adaptation is not without cost, and could be particularly painful for smaller
ﬁrms, where technology related investments represent a signiﬁcant expenditure.
Another factor is the alteration of regulatory rules. The 1990s have seen signiﬁcant
increases in disclosure requirements, and consequently, an increase in the costs of
compliance. The relationship between the seller and the brokerage ﬁrm has also
changed. In many locations, the traditional agency relationship between the parties
no longer exists, and agents no longer bear a ﬁduciary responsibility to their
clients. This change prompted responses by sellers, who appear unwilling to payThe Residential Real Estate Brokerage Industry  193
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Exhibit 2  Changes in Real Estate Brokerage Firms:








Alabama 11,561 6,756 12,600 13,038
Alaska 697 567 1,472 1,474 643
Arizona 13,612 10,945 36,422 30,469 2,586
Arkansas 6,600 4,919 12,100 7,771 3,100 2,432
California 90,247 96,654 215,420 224,500 15,908
Colorado 16,893 14,685 36,114 22,644 9,962 9,619
Connecticut 12,797 7,608 26,442 13,015 933
Delaware
Dist. of Columbia 4,584 4,111 8,089 4,686 1,026 616
Florida 47,635 71,392 278,082 218,810 19,013 17,401
Georgia 13,171 14,291 43,561 34,205 7,143 8,445
Hawaii 5,146 3,380 17,495 10,987 1,392 2,368
Idaho 1,533 2,118 5,686 4,708 1,005
Illinois 31,096 28,972 89,538 42,663 2,944 4,327
Indiana 19,786 24,393 1,345
Iowa 6,947 5,369 9,075 7,995 1,500 997
Kansas 5,075 8,587 2,429
Kentucky 3,711 7,180 18,095 19,929 3,711 3,565
Louisiana 7,060 1,993 27,183 14,131 5,304 3,121
Maine 3,966 3,986 6,211 3,466 2,533 1,523
Maryland 7,783 7,239 38,604 77,277 4,697
Massachusetts 95,422 143,148 5,400
Michigan 19,906 11,322 57,107 36,940
Minnesota 12,251 49,614 13,123
Mississippi 3,945 3,978 5,346 5,060 1,128 1,315
Missouri 11,613 12,262 33,871 29,462 2,482 2,362
Montana 1,953 2,496 2,456 3,025
Nebraska 4,350 3,244 5,533 3,901 88
Nevada 1,942 2,412 7,420 10,284
New Hampshire 5,875 5,798 2,262
New Jersey 15,800 8,879 117,000 66,759 7,300 3,377
New Mexico 5,156 4,539 7,169 5,359 2,978 2,849
New York 41,335 109,174194  Zumpano, Elder, and Anderson
Exhibit 2  (continued)
Changes in Real Estate Brokerage Firms:








North Carolina 47,141 38,346 30,274 28,574 3,952
North Dakota 875 741 1,305 1,289 203 201
Ohio 17,098 20,610 104,981 135,999 11,609 13,301
Oklahoma 10,447 4,560 16,217 13,446 4,489
Oregon 5,615 6,695 10,422 15,514 1,322 4,310
Pennsylvania 16,812 8,483 104,536 34,603 14,375 6,556
Rhode Island 5,289 5,860
South Carolina 10,461 12,410 15,929 15,931 5,856 6,413
South Dakota 1,434 1,438 2,305 1,998 258 302
Tennessee 8,130 21,019 3,534
Texas 67,764 42,606 98,872 73,292 3,495
Utah 2,828 3,029 10,846 10,339 1,882 146
Vermont 3,329 4,048 3,787 6,876 545 902
Virginia 11,713 12,548 57,427 40,587 2,754 3,373
Washington 11,353 3,269 40,972 37,190 3,448 3,269
West Virginia 1,910 1,284 7,179 8,002 1,410
Wisconsin 27,500 42,003 7,200 27,031 1,750 1,652
Wyoming 575 637 1,754 1,590 589 665
Note: Blanks indicate missing data.
Source: National Association of Real Estate License Law Ofﬁcials.
the typical commission to agents whose actions in their behalf, as well as their
legal obligations, have been reduced. Also, part of this is the development of new
relationships, particularly buyer agency. These changing roles have forced ﬁrms
to have to adapt to the new market realities and many have faced signiﬁcant costs
in doing so.
A ﬁnal response by ﬁrms trying to attract clients in a highly competitive market
has been the addition of other services offered as a part of the representation.
Many ﬁrms have traditionally played a role in relocation activities, and more
recently in the development of referral networks. Added to this has been the
development of ‘‘afﬁnity relationships,’’ in which wide ranges of new services areThe Residential Real Estate Brokerage Industry  195
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tied to the real estate sales transaction. Included among these are services that are
directly related to the sale or purchase of a home—such as discounts on title and
homeowner’s insurance, and preferred rates on mortgages and moving services.
Afﬁnity relationships can be even broader based, and include discounts on retail
purchases (e.g., Costco) and even frequent ﬂyer miles. Such actions clearly have
the potential to build a customer base and add to proﬁts, but all of these
relationships come at a price. It is entirely possible that these add costs to ﬁrms
that may lead to lower rather than higher proﬁts.8 Yet, this is another avenue by
which brokerage ﬁrms can compete with one another.
 Analyzing Revenues and Costs of Brokerage Firms
Full Sample Results
A look at the full sample of ﬁrms from the NAR surveys conﬁrms the changes
in the industry. As Exhibit 3 shows, the consolidation in the industry, coupled
with a strong housing market, made for impressive gains in efﬁciency. The average
ﬁrm in 1996 had more output than in 1988 (also a year with a strong housing
market) by nearly seventy-ﬁve revenue transactions, yet this output was produced
with fewer salespersons (about ﬁfty-two in 1996 compared to ﬁfty-nine in 1988).
In the period between, as seen in the results for 1990 and 1994, output declined,
as did the number of full-time sales personnel. Explanations can be found: 1990
was a recession year, and the 1994 survey has an extremely high number of small
ﬁrms.9
All told, between 1988 and 1996, signiﬁcant adjustments in the structure of the
industry occurred and the interim surveys indicate an adjustment process at work.
By no means, though, should one regard this adjustment as being complete. While
the economic performance of ﬁrms in 1996 is quite strong with respect to output
and revenues, the overall situation is not so promising. Numerous ﬁrms showed
losses in 1990 and in 1994, but despite the exit of ﬁrms through merger or
shutdown, losses are still prevalent in the results for 1996.
The picture with respect to revenues and costs is an interesting one.10 On a per-
transaction basis, revenues and margins increase over the entire period, with both
components up approximately 27% between 1988 and 1996. In contrast, proﬁts
do not follow this pattern. Proﬁts (both EBIT and net income) fell from 1988
levels in 1990, recovered in 1994, but fell again in 1996. Therefore, despite healthy
increases in revenues over the period, and a reduction in the size of the average
salesforce, proﬁts per transaction are lower in 1996 than they were in 1988.11
A more appropriate measure of proﬁts may be found in what is called ‘‘Owner’s
Income’’ in Exhibit 3, since it incorporates the activities of the owner on the ﬁrm,
which is highly important for smaller ﬁrms. This clariﬁes the picture for 1994,196  Zumpano, Elder, and Anderson
Exhibit 3  Revenues, Proﬁts and Expenses of Residential Brokerage Firms Full Sample:
1988, 1990, 1994 and 1996
1988 1990 1994 1996
Revenue Transactions 741.4 593.9 351.0 815.9
(2,833.7) (1,422.8) (1,059.4) (1,934.0)
Full-Time Equivalent 59.2 46.1 23.6 51.8
Salespersons (243.6) (109.9) (78.6) (115.4)
Gross Revenuea 2,961.2 3,257.2 3,436.0 3,759.9
(1,928.5) (2,500.9) (3,970.9) (3,340.1)
Gross Margina 1,212.6 1,376.4 1,902.9 1,551.6
(828.6) (1,188.8) (4,202.8) (1,908.5)
EBITa 267.5 158.2 235.2 217.7
(360.1) (647.3) (2,530.7) (1,204.3)
Net Incomea 237.8 131.1 207.8 200.4
(336.1) (645.2) (2,533.4) (1,207.9)
Owner’s Incomea 469.5 391.3 692.6 439.7
(564.9) (853.1) (2,756.4) (1,197.7)
Commission Paymentsa 1,296.1 1,678.5 1,277.1 1,617.8
(940.8) (1,501.5) (1,339.2) (1,784.0)
Variable Costsa 1,607.9 1,999.5 1,644.4 1,922.7
(1,117.6) (1,679.9) (1,511.2) (1,995.6)
Fixed Costsa 620.1 839.3 1,044.0 866.2
(466.5) (730.2) (1,634.8) (1,125.7)
Total Costsa 2,227.9 2,838.8 2,685.6 3,166.7
(1,474.4) (2,213.0) (2,548.7) (3,088.5)
Number of Firms 375 448 267 201
Note: Standard deviations are in parentheses.
aCalculations are per revenue transaction.
which is heavily loaded with small ﬁrms, but here again, the proﬁt ﬁgure for 1996
is below that of 1988.
Over this period, costs have risen signiﬁcantly; per-transaction costs are more than
25% higher in 1996 than in 1988. Of the components of these costs, variable
costs, and in particular, commission payments, grew at a comparable rate. Fixed
costs per transaction grew by even more. As will be seen in the examination of
these factors by ﬁrm size, the growth in costs depends on the size of the ﬁrm,
with larger ﬁrms paying higher commissions, while smaller ﬁrms bear a much
higher ﬁxed cost burden.
As noted, in addition to considering the full sample of ﬁrms responding to the
survey, we also examine information from the sample by ﬁrm size categories.The Residential Real Estate Brokerage Industry  197
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The latter is done to assess the extent to which revenue and cost factors differ
across these size categories. The discussion of trends in the industry implies that
there may be differential effects depending on the size of the ﬁrm.
Firms are classiﬁed into four groups based upon output, or revenue transactions
(RT).12 The ﬁrst group is the set of smallest ﬁrms, with an annual output of 100
revenue transactions or less. The second group is composed of ﬁrms whose output
is between 100 and 250 revenue transactions; the third is comprised of ﬁrms with
RTs between 250 and 500 per year. The largest group includes ﬁrms that have
annual output of 500 or more revenue transactions.
The number of ﬁrms in these surveys varies markedly, ranging from 448 in 1990
to 201 in 1996. Since the results are based on self-reporting, some of the
characteristics of the ﬁrms vary substantially across these surveys. As with the
examination of the full sample, average output and size of ﬁrms is considered
ﬁrst, and then the speciﬁc revenue, income and cost components are analyzed.
Group 1: Firms with 1-100 Revenue Transactions
As seen in Exhibit 4, for the smallest group, the average ﬁrm has become smaller
over time. The typical ﬁrm produced ﬁfty-nine revenue transactions and employed
eight full-time salespersons in 1988. By 1996, output had fallen to about forty-
eight revenue transactions annually and the sales force had been halved—to
approximately four salespersons.
Turning to revenue and cost ﬁgures, revenues on a per-transaction basis have risen
in the neighborhood of 20%. Proﬁts, as measured by reported EBIT and net
income, have not followed suit, with declines in the recession year of 1990, but
the declines continue through both 1994 and 1996. Further, owner’s income does
actually recover in 1994 to higher levels, but falls again in 1996, and to a level
lower in 1996 than in 1988.
On the cost side, commissions display an intriguing pattern. They rise sharply
between 1988 and 1990, but then fall in 1994 to a level that is below the value
for 1988. By 1996, though, they are again above the level of 1988. The pattern
for ﬁxed costs is perhaps even more problematic. This value is over 45% higher
in 1996 than in 1988. The factors that have affected operating costs, aside from
commissions, have hit these ﬁrms hard. The necessity to adapt to changes in
technology; new disclosure requirements and other changes in the marketplace
have a disproportionate effect on ﬁrms that cannot spread these costs over a large
volume of output. This may well be evidence of why many of the ﬁrms of this
size have disappeared from the industry, and why they may continue to disappear.
Group 2: Firms with Revenue Transactions Between 100
and 250
The second group presents a different picture, as can be seen in Exhibit 5. Output,
as measured by revenue transactions, has remained relatively stable over the198  Zumpano, Elder, and Anderson
Exhibit 4  Revenues, Proﬁts and Expenses of Residential Brokerage Firms
Group 1: Firms with Revenue Transactions between 0 and 100
1988, 1990, 1994 and 1996
1988 1990 1994 1996
Revenue Transactions 59.0 51.8 40.6 48.5
(27.5) (29.3) (29.6) (28.4)
Full-Time Equivalent 8.2 5.6 3.7 4.2
Salespersons (19.1) (4.7) (8.3) (3.8)
Gross Revenuea 1,565.8 1,985.0 2,562.9 1,940.3
(1,154.2) (1,744.6) (5,538.7) (2,922.5)
Gross Margina 3,432.0 3,923.6 3,738.5 3,968.7)
(2,642.4) (3,264.6) (5,076.7) (4,926.8)
EBITa 512.7 365.2 304.9 238.1
(525.3) (1,014.0) (3,393.9) (1,549.0)
Net Incomea 458.4 330.8 263.4 212.0
(485.4) (1,005.6) (3,398.3) (1,546.4)
Owner’s Incomea 896.3 771.0 975.3 535.5
(866.6) (1,336.6) (3,670.9) (1,536.0)
Commission Paymentsa 1,165.8 1,586.6 954.1 1,272.3
(1,228.0) (1,881.2) (1,278.8) (2,313.4)
Variable Costsa 1,563.0 1,991.9 1,382.4 1,664.0
(1,484.6) (2,150.4) (1,515.4) (2,694.4)
Fixed Costsa 761.1 1,123.2 1,389.5 1,110.1
(656.7) (1,063.3) (2,114.1) (1,450.0)
Total Costsa 2,324.1 3,118.2 2,778.1 3,302.4
(1,969.2) (2,899.6) (3,064.1) (4,133.3)
Number of Firms 109 120 148 61
Note: Standard deviations are in parentheses.
aCalculations are per revenue transaction.
period, while the number of employees has fallen, from about ﬁfteen in 1988 to
eleven and one-half in 1996. The number of ﬁrms in this group has fallen sharply
in absolute numbers (from 116 and 112 in 1988 and 1990 to sixty-four in 1994
and ﬁnally down to ﬁfty in 1996). The proportion of the sample has also fallen,
though not as dramatically (this group comprised 31% of the sample in 1988,
falling to 27% in 1990 and represents a quarter of the sample in 1994 and 1996).
In most industries, an increase in output combined with a reduction in salesforce
should imply that proﬁts should be rising, since costs would fall with the personnel.The Residential Real Estate Brokerage Industry  199
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Exhibit 5  Revenues, Proﬁts and Expenses of Residential Brokerage Firms
Group 2: Firms with Revenue Transactions between 100 and 250
1988, 1990, 1994 and 1996
1988 1990 1994 1996
Revenue Transactions 162.8 170.5 174.6 161.7
(40.8) (43.1) (41.1) (41.1)
Full-Time Equivalent 15.2 14.3 9.7 11.5
Salespersons (11.5) (12.2) (6.3) (9.8)
Gross Revenuea 3,006.7 3,164.3 2,936.4 3,764.3
(1,730.6) (2,578.3) (1,889.8) (3,105.3)
Gross Margina 1,191.5 1,290.2 1,073.4 1,697.3
(705.0) (1,009.9) (683.1) (1,833.5)
EBITa 203.5 104.6 177.7 226.7
(216.7) (621.1) (340.7) (1,675.1)
Net Incomea 183.9 74.8 161.4 203.0
(206.8) (628.9) (333.8) (1,689.4)
Owner’s Incomea 415.4 356.8 444.2 506.5
(333.7) (760.7) (406.9) (1,630.6)
Commission Paymentsa 1,370.6 1,659.6 1,553.1 1,444.6
(851.6) (1,577.5) (1,344.9) (1,405.0)
Variable Costsa 1,699.9 1,983.0 1,835.8 1,743.3
(1,029.3) (1,715.3) (1,490.8) (1,537.4)
Fixed Costsa 601.0 794.7 554.5 860.4
(397.2) (593.6) (380.8) (1,442.2)
Total Costsa 2,300.9 2,777.8 2,354.7 3,042.3
(1,348.4) (2,158.7) (1,745.0) (3,267.0)
Number of Firms 116 122 64 50
Note: Standard deviations are in parentheses.
aCalculations are per revenue transaction.
However, the costs of sales, since payments are in the form of commissions, do
not track directly with the number of personnel. It remains to be seen if this affects
proﬁtability in a positive way.
Revenues—both in terms of overall gross and in gross margin—fell in 1994 as
compared to both 1988 and 1990. Income ﬁgures, both EBIT and net income, are
also lower in 1994, but rebound from the recession year of 1990. Then in 1996,
revenues turn around dramatically. Proﬁts move up, though not as much as the
rise in revenues.200  Zumpano, Elder, and Anderson
The explanation for this can be found in costs. For this set of ﬁrms, similar to the
situation for the smallest group of ﬁrms, there is a signiﬁcant rise in the level of
ﬁxed costs. Therefore, while revenues are essentially ﬂat between 1988 and 1994,
costs continue to rise. First, there is the increase in commissions in 1990, which
moderate thereafter. Then there is the increase in ﬁxed cost, culminating at their
highest level in 1996. Thus, these ﬁrms are better off than the smallest ﬁrms, but
there are only modest gains as compared to 1988 (and again if one corrects for
inﬂation, the outcome is actually below that for 1988).
Group 3: Firms with Revenue Transactions between 250
and 500
Exhibit 6 shows that the third group of brokerage ﬁrms, like the second group,
displays a relatively stable pattern, with both revenue transactions and salesforce
remaining quite similar over the period under examination. We observe another
decline in the number of ﬁrms in this group, in both absolute terms and as a
proportion of the sample for 1994. By 1996, however, the proportion is
comparable to that for the earlier years of the survey.
This group has seen revenues rise consistently over the period. This pattern,
however, does not carry through to the bottom line, as both EBIT and net income
dip well below their 1988 levels in both 1990 and 1994. In contrast, proﬁts for
1996 are much higher. The explanation here is in the moderation of cost increases.
Transaction costs rose suddenly in 1990, but have remained at this plateau in the
period that has followed, while revenues have increased. Commission costs are
substantially higher in 1996 than 1988, but the big increase occurred between
1988 and 1990, rather than more recently. Fixed costs also increase, but these
increases were again in earlier years. Both groups of medium-sized ﬁrms fare well
by the end of the period.
Group 4: Firms with Revenue Transactions of 500 and
Above
For the group of largest ﬁrms, the swings have been dramatic over the period. As
seen in Exhibit 7, output fell dramatically in 1990, rose in 1994 and ﬁnally in
1996 reached a level that was above the 1988 levels. Employment has swung just
as signiﬁcantly over the period. Sales personnel fell by nearly eighty employees
between 1988 and 1990, rose by nearly thirty between 1990 and 1994, with a
small increase in 1996.
The revenue picture is different, too. Revenue was ﬂat between 1988 and 1990,
but rose in 1994 and even more in 1996. Comparison of revenues with gross
margin reveals a very important point: a dramatic run-up of commission costs.
The per-transaction margin is less than $100 more than in 1988, but revenues roseThe Residential Real Estate Brokerage Industry  201
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Exhibit 6  Revenues, Proﬁts and Expenses of Residential Brokerage Firms
Group 3: Firms with Revenue Transactions between 250 and 500
1988, 1990, 1994 and 1996
1988 1990 1994 1996
Revenue Transactions 363.3 359.4 367.0 355.5
(66.4) (77.8) (71.2) (66.7)
Full-Time Equivalent 23.5 26.0 22.4 24.6
Salespersons (12.2) (20.5) (10.7) (12.8)
Gross Revenuea 2,308.9 2,953.7 3,140.8 3,480.5
(1,042.0) (1,577.1) (2,041.1) (1,648.6)
Gross Margina 908.7 1,066.3 1,084.5 1,245.2
(434.1) (530.0) (577.6) (693.7)
EBITa 208.4 82.6 153.6 259.6
(282.4) (285.2) (185.3) (526.3)
Net Incomea 189.9 61.8 147.7 252.1
(276.0) (283.3) (186.1) (527.6)
Owner’s Incomea 317.7 245.3 287.8 422.7
(270.9) (346.0) (186.4) (527.1)
Commission Paymentsa 1,066.0 1,737.2 1,793.5 1,879.2
(528.5) (1,099.5) (1,537.8) (1,391.1)
Variable Costsa 1,307.8 2,019.9 2,116.0 2,144.8
(616.5) (1,182.5) (1,701.8) (1,462.9)
Fixed Costsa 430.2 667.7 638.7 726.3
(213.0) (457.7) (370.5) (463.3)
Total Costsa 1,738.0 2,687.6 2,754.7 3,115.4
(762.3) (1,558.4) (2,020.9) (1,724.3)
Number of Firms 74 85 27 38
Note: Standard deviations are in parentheses.
aCalculations are per revenue transaction.
over the period by about $800 per transaction. Proﬁts ﬁnally reach a healthy level
in 1996, but the situation is precarious, given the pattern that commission costs
display. The upside here is that this rise in costs has been offset by a very moderate
rise in ﬁxed costs. This factor obviously shows that, in comparison to the small
ﬁrms, the increases in the non-sales costs can be effectively spread over a larger
output.
This may also be consistent with efﬁciencies that have been realized through the
mergers that have occurred in the industry. Nevertheless, since commission202  Zumpano, Elder, and Anderson
Exhibit 7  Revenues, Proﬁts and Expenses of Residential Brokerage Firms
Group 4: Firms with Revenue Transactions of 500 and Above
1988, 1990, 1994 and 1996
1988 1990 1994 1996
Revenue Transactions 2,574.3 1,723.4 2,381.2 2,681.6
(5,479.7) (2,394.2) (2,483.2) (3,135.5)
Full-Time Equivalent 211.9 132.3 161.4 170.4
Salespersons (484.0) (184.6) (195.0) (193.9)
Gross Revenuea 2,930.9 2,903.2 3,264.0 3,729.5
(1,673.5) (1,908.0) (1,213.2) (2,076.2)
Gross Margina 1,106.7 1,077.6 1,099.5 1,198.8
(661.1) (696.3) (479.2) (657.4)
EBITa 131.2 60.1 77.3 152.3
(172.1) (188.5) (119.2) (264.4)
Net Incomea 106.1 38.6 77.8 143.9
(166.0) (194.3) (131.6) (263.4)
Owner’s Incomea 198.1 152.2 156.1 278.2
(182.5) (233.2) (139.1) (386.2)
Commission Paymentsa 1,535.2 1,747.5 1,854.9 1,998.8
(904.5) (1,231.4) (950.8) (1,585.3)
Variable Costsa 1,788.2 2,009.3 2,137.3 2,236.4
(1,046.3) (1,407.3) (1,041.9) (1,733.3)
Fixed Costsa 649.5 720.1 746.7 687.9
(398.6) (493.6) (419.0) (473.9)
Total Costsa 2,437.7 2,729.4 2,884.0 3,164.4
(1,381.7) (1,842.8) (1,301.0) (2,204.1)
Number of Firms 88 121 28 52
Note: Standard deviations are in parentheses.
aCalculations are per revenue transaction.
payments represent such a large proportion of total costs for brokerage ﬁrms, and
especially for the largest ﬁrms, success for the largest ﬁrms will depend on what
happens in the competition for the most effective sales talent. There is every
indication that the need to maintain a small, highly productive sales staff will not
diminish.
To provide further insight into the impact that competition for sales personnel,
and the consequent increase in commission payments, has had on the economic
performance of brokerage ﬁrms, additional calculations have been performed. In
this case, the calculations are on an FTE salesperson basis. The comparison is
between commission-source income and commission payments. The latter includeThe Residential Real Estate Brokerage Industry  203
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Exhibit 8  Commission Income and Commission Payments
(Calculations are Per Full-Time Equivalent Salesperson)
Year Overall RT  100 100  RT  250 250  RT  500 RT  500
Panel A: Commission Income
1988 40,433.5 39,268 39,152.3 42,187.7 42,109.8
(24,259.6) (26,760.5) (23,045.2) (23,732.4) (23,188.3)
1990 40,643.4 36,979.8 39,120 45,674.6 42,258.6
(21,640.1) (26,007.2) (18,445.2) (21,498) (19,240.6)
1994 51,705.4 45,872.8 64,940.4 51,683.5 52,304.7
(42,481) (43,559.3) (51,149.3) (24,837.5) (12,162)
1996 57,288.4 55,842.1 61,157 54,963.4 57,273.7
(45,641.1) (65,251.1) (39,382.6) (31,012.1) (31,574.8)
Panel B: Commission and Fee Payments
1988 23,355.1 20,146.5 22,807.9 25,150.9 26,577.1
(15,868.3) (16,651.4) (14,178.5) (15,216.6) (16,940.2)
1990 24,322.4 17,555.6 23,633.2 30,010.7 27,727.4
(15,062.2) (15,684) (12,071.7) (14,517.5) (15,052.9)
1994 21,140.3 13,177.4 30,736.4 31,108 31,684.7
(20,077.6) (18,320.5) (18,448.8) (20,636) (12,620.7)
1996 30,906.9 24,526.1 29,110.5 35,391.8 36,841.9
(27,896.5) (31,979.2) (25,089.2) (23,040.7) (27,495.4)
Panel: Commission Payments to Agents
1988 15,791.5 11,401.1 15,510.7 17,469.4 20,239.4
(12,805.7) (12,333.4) (11,457.2) (11,644.8) (23,188.3)
1990 18,858.7 11,745.5 16,829.1 24,850 23,778.9
(13,559.3) (12,884.1) (9,728.3) (13,401.4) (13,982.2)
1994 16,331.2 9,887 23,369.4 24,804.3 26,135.3
(17,551) (16,364.6) (17,072.2) (15,913.7) (11,672.2)
1996 20,930.5 10,604.2 19,526.8 27,107.9 29,879.6
(20,264.2) (16,000.1) (18,561) (17,207.5) (22,886.2)
Note: Standard deviations are in parentheses.
both overall commission and fee outlays and commission payments to ﬁrm sales
staff. The results are shown in Exhibit 8, and are quite instructive.
Commission income per salesperson rose by 42% between 1988 and 1996, but
for the largest group of ﬁrms rose by only 36% (compared to 42% for the smallest
group). In contrast, total commission and fee payments rose by 32% for the full204  Zumpano, Elder, and Anderson
sample, but by over 38% for the largest ﬁrms (for the smallest ﬁrms, payments
rose by only 22%). Even more dramatic are payments to sales personnel. These
also rose overall by 32%, but increased by almost 48% for the largest ﬁrm (and
payments to sales personnel actually fell for the smallest group). This would
clearly explain why ﬁrms seek to make laborsaving investments wherever they
can and why the drop in salesforce occurred over this period.
 Conclusion
This study is an analysis of the developments that have taken place in the
residential real estate brokerage industry over the last ten years. It was undertaken
not only to provide readers with insights into the causes of these changes, but
more importantly, to provide a view into the near future.
This research reveals some important trends that have emerged in the industry-
directions that seem destined to continue. The period under consideration, 1987
through 1996 has been a dynamic time for the U.S. economy generally and
especially in the real estate brokerage market. This period was chosen so that we
could study the residential real estate industry through an entire business cycle.
The economy has moved from expansion in 1987 to recession in 1990 and back
again to one of the longest sustained recoveries in the history of the U.S.
Fundamental changes in the structure of the economy and the nature of the real
estate business have also emerged during this period. Both technological and
structural factors have had a strong impact on residential brokerage, and both
promise to change the role that traditional real estate ﬁrms play in the housing
market.
The empirical analysis relied on an extensive database supplied by the Research
Division of the NAR. Financial data was collected from literally thousands of real
estate brokerage ﬁrms in the form of nationwide surveys. The evidence shows that
brokerage ﬁrms began suffering with the recession of 1990, and this downturn
triggered a period of consolidation in the industry that shows no sign of letting
up and, in fact, may have accelerated. One could attribute this decline in
proﬁtability to the business cycle, but the average ﬁrm has continued to be less
proﬁtable even as the economy has moved strongly into an expansionary phase.
At the heart of this are dramatic increases in the costs faced by ﬁrms, though
these vary by size of ﬁrm.
The smallest ﬁrms have been especially hard hit. These businesses have had to
cope with external and internal forces that have signiﬁcantly increased their
overhead, and small size means an output level too low to reasonably
accommodate these higher ﬁxed costs. The inability of these ﬁrms to take
advantage of economies of scale also provides an explanation for much of the
recent merger activity. Firms consolidate as a way of adjusting to the higher levels
of costs by taking advantage of economies of scale in the production of output.
This trend could be even more dramatic if the housing market cools, as output
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At the other end of the spectrum, the largest ﬁrms are being squeezed by other
costs. In particular, the competition to maintain and increase market share—and
still operate a leaner workforce—means that productive sales personnel come at
a premium. The evidence of this is especially noticeable when the comparison
between commission incomes and payouts is made. For the largest ﬁrms, the
increase in commission payments has outstripped the rise in revenues. This
phenomenon shows no sign of abating, and the trend toward larger ﬁrms will not
ease this pressure.
Although we do not know exactly what the residential real estate industry will
look like in the twenty-ﬁrst century, this research does suggest the type and
direction of future changes. The market forces that are occurring will drive many
of these changes in the future.
The number of small real estate brokerage ﬁrms will continue to diminish, and
those that survive will probably decline in size. Consolidation will also impact
the rest of the industry as mid-sized, independent, ﬁrms continue to merge into
bigger, mega ﬁrms. Where markets are large enough, ﬁrms facing increases in
commissions and technology related costs will continue to seek out merger
partners.
It seems clear that the period under examination has been a time of change and
adjustment, but with all of the changes that are under way, it seems unlikely that
the adjustments are over. The ‘‘one-stop shopping’’ movement that we observe
today may mean tomorrow’s real estate ﬁrms may provide services that are
currently available only from other types of businesses, including ﬁnancial
services, insurance, relocation (including moving) and even arranging for basic
utilities. All of this, and more, may be part of the package provided by the
residential real estate brokerage ﬁrm. The emergence of afﬁnity programs during
the past decade is a good example of this trend.
Despite the record growth in home sales over the last four years, the number of
salespersons has declined from the highs reported in the late 1980s. This industry
contraction, however, does not imply the death of the small one or two person
shop. There will always be a role for the smaller brokerage ﬁrm, but to compete
they will have to be efﬁciently managed and stake out a deﬁned market niche.
There are many sub-markets in residential real estate that require specialized
knowledge by agents and where buyers and sellers need more personalized
attention. For people currently in the industry, it is time to do some serious
thinking about how they will position themselves to compete successfully in the
future.
 Endnotes
1 Information from these surveys can be found in NAR’s publication, Residential
Real Estate Brokerage: Income, Expenses and Proﬁts.
2 We would speculate that one could attribute much of the recent vigor in the
economy to the changes made to the structure of the economy in the late 1980s206  Zumpano, Elder, and Anderson
and the early 1990s. Terms like ‘‘retrenchment,’’‘‘downsizing’’and ‘‘restructuring’’
were watchwords during this period. This response was prompted by a challenge
to U.S. economic supremacy in world markets, and a variety of industries have
been tested by international competition. The outcome, as can be seen in today’s
headlines, is that U.S. ﬁrms have reacted successfully, and domestic producers
have regained a preeminent role in the world marketplace. In contrast, once serious
competitors—particularly those in the Paciﬁc Rim—appear to be undergoing the
same type of shakedown. However, how has all of this affected the residential real
estate market?
3 This includes surveys of homebuilders and the trend in mortgage interest rates.
4 For example, many of the baby-boom generation are expected to be investing in
second homes.
5 See Zumpano, Elder and Crellin (1993), Zumpano and Elder (1994), Anderson,
Fok, Zumpano and Elder (1998), Lewis and Anderson (1999) and Anderson, Lewis
and Zumpano (2000).
6 See Zumpano and Elder (1994).
7 Some of the empty cells reﬂect the fact that some states only licensed brokers and
salespersons, not ﬁrms.
8 In fact, Lewis, Anderson and Zumpano (1999) ﬁnd that afﬁnity afﬁliation is
negatively related to ﬁrm efﬁciency.
9 Small ﬁrms (those with 100 or fewer revenue transactions) were more than 55%
of the sample in 1994, whereas they represent 30% or less of the sample in the
other years. In the most recent survey, they are down to 25% of the sample.
10 It should also be noted that the dollar amounts presented in the exhibits are
measured in nominal terms, without taking into account the effects of inﬂation on
these ﬁgures. Occasional reference will be made to calculations that reﬂect the
impact price inﬂation (using the GDP deﬂator), so that one can also get a feel for
how the industry has changed relative to the trends in the prices of other goods
and services.
11 Note, too, that this is in nominal dollars. The proﬁt picture in 1996 is even worse
if we use ﬁgures that had been deﬂated. Using net income, the 1988 proﬁt is about
$277 per transaction and the 1996 ﬁgure is approximately $181 per transaction.
12 A ‘‘revenue transaction’’ is a common unit of production for a real estate ﬁrm.
Each side of a transaction counts as one revenue transaction. Therefore, a listing
by a ﬁrm that is sold counts as a unit and a listing sold by a ﬁrm counts as a unit.
For a listing that is sold by the listing ﬁrm, there would be two revenue transactions.
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